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SUMMARY

Qwest Communications Corporanon is a multimedia communications

company that offers a full range of voice. data vIdeo and information services

domestically and internationally. Qwest IS dose to completing the construction of a

$2.5 billion state-of-the-art. high-capacity nationwide advanced fiber optic network.

That network, which will be capable of operatmg at speeds as high as OC-192, is

ready and able to bring enormous benefits 10 consumers across thE! nation. But

Qwest and its customers are eager for access to high-bandwidth last mile

connections, which remain the almost exclusive province of the incumbent local

exchange carriers (ILECs).

Qwest strongly supports the Commission's efforts to make it easier for

competitors of the incumbent LECs to help meet this need by adopting stronger

collocation and unbundling rules. But Qwest urges the Commission not to permit

the ILECs, who remain the ubiquitous local network owners, to shelter in a weak

Section 272-style separate affiliate their advanced network capabilities.

Competitors cannot possibly duplicate thosE' ILEC advanced last mile facilities --

even if they can employ ILEC conditioned loop" .- to serve customers broadly and

efficiently. These facilities and capabilities must stay with the ILEC and remain

available to competitors if there is to he a vigorously competitive and far-reaching

advanced services marketplace in the futurf

In Section 251(c)(3), Congress recognized that the economics oflocal

networks dictate that if there is to be broad-based local competition. it will depend

on competitors' ability -- ill whole or in part .- 10 employ the ILEC's network. The
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Commission itself recognizes that the Act draws no distinctions between circuit-

switched and packet-switched technology between old and new network

investment, or between voice and data serVIce"

Yet the Commission's separate affiliate proposal rests firmly on a false

factual premise: that ILEC competitors can economically deploy duplicate xDSL

facilities in competition with an unregulaterl ILEC affiliate that houses all the

advanced network capabilities of the ILEe The cost of collocating DSLWs in

every central office (and remote terminal) and of constructing a duplicate interoffice

packet network to every central office would sImply be prohibitive,. The same is

true for other high-speed advanced loop and transport facilities (such as DS-3, OC-

N. dark fiber, and others).

Without access to these facilities Including the electronics (whether in

the central office or in the loop plant). competitors will be constrained in their

:-lbility to deliver advanced services. If the ILECs are permitted to put all their

network advancements in an unregulated affiliate. competitive provision of

:-ldvanced services will be severely limited Most Americans will have to live with

an ILEC monopoly provider of advanced servJ('('s Nor would granting the ILECs an

effective monopoly speed the deployment of advanced services. Competition, not

monopoly status, is what has historically le(l tli innovation and spE~edier investment.

In Qwest's view. any ILEC affiliatp that owns local nl~twork facilities is

:-In ILEe under the Act and therefore is subject to the Section 251(c) market-

opemng prOVISIons. Even under the CommissJOu's Non-Accounting Safeguards

··2
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analysis, the correct line to draw is between retail services (which the Commission

held could be provided by a Section 272 interLATA affiliate without being subject to

ILEC requirements) and network facilities (whlch the Commission held were

subject to ILEC requirements iftransfered to the interLATA affiliate), At

minimum, then, the Commission should rule 111 this proceeding that any facilities

ownership by an ILEC affiliate makes them a ""uccessor or assign" of an ILEC

within the meaning of Section 251(h).

The Commission itself recognizes that not just any affiliate would be

exempt from "successor or assign" status under Section 251(h). The Commission's

stated test -- that the affiliate must be "truly separate" from the ILEC and receive

"no unfair advantages" from the ILEC -- cannot possibly be met by a Section 272··

style affiliate. For example. such an affiliate can share the ILEC's name; joint

market with the ILEC: compensate managempnt according to the ILEC's earnings;

and share building space. equipment (other than transmission and switching), and

administrative services (include human resources and l(~gal). The prices paid by the

affiliate to the ILEC also are not real cost input s. but merely pockE~t-to-pocket

transfers within a larger corporate enterprIsE' ff the ILEC were allowed to install

or transfer the electronics in the network to the affiliate, moreover, the potential

impact on competitors could be dramatic: for E'xample, the ILEC could move

electronics in the loop feeder plant to the affiliate and thereby deny competitors

access to these capabilities.

- :3
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Qwest believes that it would be difficult to design an affiliate structure

that could hope to eliminate the incentive and ability of an ILEC to impede its

competitors and to discriminate in favor of itsplf. short of a complete

retail/wholesale split similar to that proposed hv Qwest's subsidiary, LCI

International Telecom Corp., in its ,January 1!:I98 "Fast Track" petition. But if the

Commission chooses to pursue the separate affiliate approach, it must require

measures to establish its separate character a nd eliminate unfair advantages.

These should include: (1) a prohibition on ownership oflocal network facilities; (2)

no joint marketing, (3) no resale by the affiliate of the ILEC's local exchange

services; (4) no joint ownership or sharing of equipment. buildings, and

administrative services· (5) no sharing of corporate or brand names; (6) application

of a "pick and choose" rule to any interconnectlOn agreements between the ILEC

and the affiliate; and (7) FCC approval of a compliance plan.

Qwest strongly supports the Commission's proposals to strengthen

collocation requirements. We support the adoptIOn of national standards for

collocation and the provisioning of local loops for advanced services; a requirement

that ILECs permit the collocation of switching and routing equipment; the adoption

of such options as cageless collocation and subleasing; and measures to ensure

nondiscriminatory allocation of central office sp;lce.

Qwest also supports the pr()posal~ to improve competitors' ability to

obtain timely, nondiscriminatory access to unbundled, conditioned loops.

Specifically, Qwest supports the adoption of natIOnal rules requiring timely and

- 4
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efficient access to advanced network elements (whether dark fiber. DS-3. OC-N,

xDSL-conditioned loops or loops equipped with electronics); improvements to OSS

for ordering advanced network elements: and rules prohibiting discrimination.

The Commission should also clarifv and broaden its definitions of

network elements, as necessary, to ensure that the full functionalities of ILEC

advanced networks are available to competitor~ .... including access to all electronics

in the network and interoffice packet transport and switching. These measures are

essential, because ILECs continue to stonewall,~ompetitorsin their requests for

access to advanced last mile connections. The Commission also should order ILECs

to provide competitors with access to dark fiber in the loop and interoffice plant. as

a means to speed deployment of advanced servICes Qwest believes it is critical to

address the digital loop carrier problem associated with obtaining to across-the-

board xDSL capability

Finally. the Commission should spriously consider adopting a

regulatory mandate that ILECs (particularlv larger ILECs) be required to deploy

advanced services at a specified rate over the next several years. The Commission

also should require ILECs to respond to the sppcific demands of end users and

carrier-customers by deploying advanced facilit JeS. lighting fiber, and so on. The

Commission must recognize that no matter how it structures a separate affiliate,

thE' ILECs have few incentives to pick up the paCE~ of advanced services roll-out.

Deregulation merely allows ILECs to chargE' consumers a supra-competitive price

for advanced services. ILECs also will remam reluctant to cannibalize their current

- I)
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services by introducing faster, cheaper new services. They also still are large,

inefficient, and less likely to innovate than thf'i r competitors; yet they can stymie

the ability of competitors to roll out advancpd ..;prvices because of their fundamental

and enduring control over the last mile.

Qwest applauds the Commission..; goal of speeding the arrival of

advanced services to the American public, and stands ready to do that with its

network; but without regulatory mandates, thp last mile is likely to remain a

largely insuperable barrier,

- () .
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capacity, advanced fiber optic telecommunicatlOns network across the United

Qwest Communications CorporatIon ("Qwest") hereby respectfully

CC Docket No. 98-147

In the Matter of

Deployment of Wireline Services Offering
Advanced Telecommunications Capability

Qwest is a multimedia communications company offering a full range

submits its comments in response to the Aug-ust 7, 1998 Notice of Proposed
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Rulemaking issued in the captioned proceeding 1/
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of voice, data, video, and information services r10mestically and intE~rnationally.

Qwest is close to completing the construction of (l $2.5 billion state··of-the-art, high-

Qwest. Qwest Communications InternationaL Jnco ("QCI"). the indirect parent of

fastest growing long distance companies. becamE' a wholly owned subsidiary of

Qwest, also recently acquired EUNet InternationaL a provider of Internet services

throughout Europe. On September 14. 1998 Qwest announced the proposed

States. Effective June 5, 1998, LCI International Telecom Corp., one of the nation's

1/ Deployment of Wireline Services Offering Advanced Telecommunications
Capability, CC Docket No. 98-147, et al., Memorandum Opinion and Order and
Notice of Proposed Rulemaking, FCC 98-188, released August 7, 1998 ("Advanced
Services Order" and "Advanced Servic~~NPRM" or "NPRM").
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acquisition of Icon CMT Corp., a leading provider of integrated Internet web

solutions including Internet hosting, access. backup and related services.

Qwest's vision is that the availability of massive quantities of

bandwidth will spur demand for services that h~we not even been imagined yet.

The lack of capacity and competitive access III the last mile is what holds back this

development. The Commission should do evervthing it can to accelerate last-mile

investment -- but on th(~ basis that ensures thJ~ crucial capability is available to all

service providers.

Structural separation can make ILEC discrimination easier to detect

and punish, but only if separation is done on thp right basis. Unfortunately, the

NPRM draws separation lines in the wrong plaep with local network investment in

both the old operating company and the new affiliate. The NPRM proposal also

fails to include sufficient controls on anticompf'titive action by the overall ILEC

enterprise. As a result, the plan would only extend the ILECs' current dominance

in the local market far into the future by elimmf1ting competitors' ability to share in

the network efficiencies of the ILEC. as Congrp:-;s intended in the Hl96

Telecommunications Act. 2/

2/ 47 U.S.C. § 251(c)(3).

- 2 -
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I. INTRODUCTION: QWEST'S ROLE IN BRINGING ADVANCED
SERVICES ON LINE

Qwest is on the cutting edge of deployment of advanced

telecommunications capability throughout the nation. 'Q/ Qwest is in the process of

constructing a nationwide, high-speed, state-of-the-art packet-switched Internet

protocol (IP) OC-192 fiber optic network which will operate at speE~ds of 10 gigabits

per second. When completed (scheduled for the second quarter of 1999). the Qwest

network will span 18,44~) miles in 130 cities. ]'I'presenting approximately 80 percent

of the originating data and voice traffic in the I '.S. :!I The network is designed with

48 fibers, with extra capacity to add ten times as many fibers, and features a highly

reliable bi-directional. line switching SONET rmg architecture. Qwest is also

establishing ten major 50,000 square foot "CybprCenters" that will offer a broad

range of web hosting and multimedia appliC::ltlOns for customers.

Qwest's international facilities indude a 1.400 mile network that

Qwest is constructing in Mexico. Qwest also is participating in a consortium

huilding a transpacific submarine cable system connecting the U.S. to the Pacific

'Q/ For a more detailed description of th€? Qwest network and the services it
provides, see Comments of Qwest CommunicatIOns Corporation, filed September 14,
1998, in Inquiry Concerning the Deployment of Advanced Telecommunications
Capability to All Americans in a Reasonable and Timely Fashion, and Possible
Steps to Accelerate Such Deployment Pursuant to Section 706 of the
Telecommunications Act of 1996, CC Docket No 98-146, FCC 98-187, released
August 7, 1998 ("Advanced Services NOr or "NO!"L

,1/ Maps showing the Qwest domestic and mternational network facilities are
attached to these comments as Appendix .\

. ;3 .
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Rim: has secured leased transatlantic cablE, capacity to London: and has an

agreement with Global Crossing to use their cablE, to the Netherlands and

Germany. In addition, Qwest's indirect parent QCL has acquired a European

provider of Internet services, EUNet InternatIOnal Via its subsidiaries. EUNet

currently provides one-stop shopping for corporClte Internet access in Europe. with a

network spanning more than 30 countries.

Qwest provides a wide range of VOIce. data, video, and other services

over its high-speed network, including domestIC and international long distance

services, Internet access. IP telephony. web hosting, and web content services.

Qwest also provides services to other common carriers. including traditional voice,

IP telephony, ATM and Frame Relay servic(~s and sells dark fiber to other serVIce

providers. Qwest also recently announced a strategic alliance with Netscape

Communications Corporation through which consumers will have one-stop-

shopping access to a wide range of services through the Netscape Netcenter portal

site. Netscape also will he using Qwest's network to enhance the performance and

handwidth of its website -- one of the largest on the Internet.

Qwest's state-of-the-art high-spef·d network has the capability to offer

many advanced capabilities to its customers Its enormous capacity and speed,

coupled with its packet-based, SONET ring technology. enable it to provide many

services that were not possible until recentlv For example, Qwest's new

nationwide OC-48 IP network will be the first network to offer customers usage-

hased pricing and billing. which will provide customers with access to a high-

- 4
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reliability source for virtually unlimited bandvndth to support sophisticated

multimedia e-commercp and data applications without the costs of a dedicated

leased line. As another example. Qwest's high-speed dedicated Internet access

enables customers to use the network for rohust handwidth-intensive applications.

such as advanced Web-enahled commercial re;d estate sites. The potential uses for

Qwest's network are severely limited. howevpf bv Qwest's inability to serve as a

pomt of one-stop-shopping for customers seekmg access to Qwest's high-speed

network. As we discuss further below. it is ps~ential that the Commission take the

steps necessary to make those links available to end users and to competitive

service providers so tha t the needs of end users will he met.

Qwest also has made significant contributions to promoting the use of

high technology communications to further thp goals of academic and research

institutions, libraries. and other nonprofit pntl1ws. For example, '~west will

provide the backbone and POPs, in collaboratIon with Cisco Systems and Norte!. for

the Abilene network. Thp Abilene network IS an advanced native IP backbone

network that will be made available to Internet:2 member universities for purposes

of academic research and testing. As Larry [rvmg. Assistant Secretary for

Communications and Information. NTIA. rpcentJv observed:

The Administration has also partnered with the
private sector in two diffen'nt projects to improve
the power of the Internet: the Next Generation
Internet and Internet2. These projects will partner
hundreds of millions of dollars in private
investments with federal investment to promote a
faster and more reliable network. Internet2, for
example, IS expected to transmit the entire

•. ;)
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Encyclopedia Britannica in under a second and the
entire Library of Congress m under a minute. [!.II

The Abilene network will operate initially at speeds up to OC-48 (:~.4 gigabits per

second), and ultimately at speeds up to OC-192 (9.6 gigabits per second). Qwest

also has been chosen to provide its native IP network for high-speed data, voice, and

multimedia communications for the Corporation for Education Network Initiatives

in California's (CENIC) CaIREN-2 high performance, next generation Internet

project.

In addition to its retail business. (~west also has a substantial

"carrier's carrier" business. Qwest helped finance the construction of its network.

for example, by selling dark fiber in its conduit to competing long distance

companies. Qwest also offers a wide range of services to interexchange carriers.

including high volume capacity services (up to OC-192), conventional dedicated line

services. and switched services. Qwest does not view its carrier's-carrier business

as detracting in any way from its retail business: rather, its carrier's-carrier

business helps provide the volume to pay for til(' deployment of advanced

capabilities. Unfortunately. the ILECs do not view their investment in high

capacity local plant the same way. In theIr Se, '1 ion 706 forbearance petitions, the

RBOCs sought to have all of this advanced capability shielded from access by other

2/ Speech of Larry Irving, Assistant Secretary for Communications and
Information, National Telecommunications and Information Administration,
Department of Commerce, before "Voice on the :\Tet (VON) Conference,"
Washington, D.C. September 17, 1998.

- 6
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carriers. fi/ In fact, they claim (without basIs, as we show below) that they will not

invest in such capability without the promise of a monopoly on such capability in

return.

Whereas Qwest sells dark fiber, nC-N, and DS-3 services to current

and future competitors. (interexchange carriers and LECs), the ILECs restrict the

availability of similar high-bandwidth services m the loop plant to carriers such as

Qwest. ILECs generally refuse to offer dark fiher, aC-N, and DS-i3 unbundled local

loops in their interconnection agreements. Additionally, for Qwest to lease such

facilities to provide high speed access to customers such as universities or

businesses generally requires entering into 8. l'umbersome. time-consuming and

expensive "Individual Case Basis" or "ICB" aeslgn and quotation process by the

ILEC. The ILECs often base ICB on the extent of competition in the loop to the

customer's premises. The process can take weeks to get just to budgetary bid point,

with many months more to implement the offenng: often the ILECs demand

extremely long time commitments (e.g. five to';;lwen years). This process is

indicative of the problems faced by Qwest and others in delivering high-speed

fi/ Petition of Bell Atlantic for Relief from Barriers to DeploymEmt of Advanced
Telecommunications Services, filed January 26. 1998, CC Docket No. 98-11;
Petition of US West Communications, Inc. for Relief from Barriers to Deployment of
Advanced Telecommunications Services, filed February 25, 1998, FCC Docket No.
98-26; Petition of Ameritech Corporation to Remove Barriers to Investment in
Advanced Telecommunications Capability, filed March 5, 1998, CC Docket No. 98­
32; Petition of Southwestern Bell Telephone Company, E;t al., filed June 9, 1998, CC
Docket No. 98-91.

~
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advanced services to customers, who dearly demand and need the services, and of

the utter dependency competitors have on the fLEe.

II. THE FCC'S SEPARATE AFFILIATE PROPOSAL RESTS ON A FALSE
ASSUMPTION: THAT COMPETITORS CAN ECONOMICALLY
DUPLICATE THE ILECS' INVESTMENTS IN ADVANCED
TECHNOLOGY.

A. The Act Recognizes and Makes Available to Competitors the
Economies of Scale Inherent in the Ubiquitous ILEC Network

The Commission correctly recognized in the Advanced Services Order

that Section 251 of the Act applies equally to old and new network investment, to

circuit-switched and packet-switched capability to voice and data, and to

conventional and advancedlbroadband technologies 7J Congress made no

distinction based on technology or service. and It did not dedare that competitive

access to ILEC networks would be frozen in timl~. B./ Rather, the principles

underlying the Act's local-market opening provlsions apply just as forcefully to next

generation technology as to conventional technology.

As the Commission recognized 1I1 t lw August 1996 Local Competition

Order, the economics of investment in local pxchange plant are such that

1/ Advanced Services Order at paras. 11 ;-3;) 40, 49.

'Q/ See Advanced Services Order at para. 49 ("We reject BellSouth's argument
that Congress intended that Section 251 (c) not apply to new technology not
deployed in 1996.").

- 8
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competitors cannot possibly duplicate the ubiquitous ILEC local infrastructure. ~I

Rather. Congress concluded that local competltors should be able to employ the

ILEC local network when it is more economic to do so. and construct facilities when

it is possibly to justify the duplicate investment As the FCC recognized. such an

approach would jump-start local competition and provide competitors with the

revenue stream to permit them to build facilities out gradually.

In adopting Section 251(c)(3), Congress also recognized that significant

economies of scale govern the local network. Hl/ Local competition could not hope to

succeed against those economies of scale unless competitors could share in those

economIes. The Commission, in adopting its implementing rules, also recognized

this faet:

The incumbent LECs have economies of density,
connectivity, and scale: 0 the local competition
provisions of the Act requirE' that these economiE~s

be shared with entrants. 11

Thus, for example, the Commission ordered the ILECs to make

available as a network element the ILEC sharf'd interoffice transport network. 12/

~/ Implementation of the Local Competition Provisions in the
Telecommunications Act of 1996, CC Docket Nos. 96-98, 95-185, First Report and
Order, FCC 96-325, released August 8, 1996. ] I FCC Red 15499, at para. 11 (1996),
affd in part and rev'd in part, Iowa Utilities Board v, FCC, 120 F.3d 753 (8th Ciro
1997). cert. granted. ("Local Competition Ol~d~ro,)

10/ Local Competition Order at para. 11.

IJJ Local Competition Order at para. 11.

12/ Implementation of the Local Competition Provisions in the
Telecommunications Actof 1996, CC Docket Nos. 96-98, 95-185, Third Order on

- ~)
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The Commission concluded that competitors should not be forced to construct (even

through leased ILEC dedicated transport) theIr own duplicate interoffice network.

Instead, they may choose to purchase shared transport and benefit from the

enormous economies of scale that are present III the ILEC interoffice network,

economies that are the result of the high volumes of ILEC traffic and the fact that

th(~y ILEC begins with 100 percent of the loca I market

B. The Commission's Separate Mfiliate Proposal Would Deny to
Competitors Access to Essential Local Network Capabilities.

The Commission's separate affili8te proposal appears to ignore the

economic realities that underlie the Act. The Commission's proposal is based on the

false premise that CLECs need only have accf'SS to ILEC conditioned unbundled

loops in order to compete on a broad basis in t he provision of advanced services, and

that they can easily duplicate the other necessary elements of providing xDSL

service. 13/ The Commission does not explain why the economics that have

characterized the circuit-switched local exchange network would not apply as that

network evolves to a broadband, packet n(~tw(lrk

._-----------------_.._-----_ ..._-

Reconsideration and Further Notice of Proposed Rulemaking, FCC 97-295, released
August 18,1997, affd, Southwestern Bell TeLCo. v. FCC, Case. No. 97-3389 (8th
eir., August 10, 1998).

HI As we discuss below, the Commission's Logic would apply equally to other
forms of broadband loops, such as T-ls, DS-Is and DS-3s, and OC··Ns. The point is
that it is impractical, uneconomic, and contrary to the Act to requi.re competitors to
physically equip the raw transmission facility-- whether copper or fiber -- with
electronics before they can employ the loop functionality.

- lO-



Qwest Communications Corporation
September 25. 1998

The NPRM seems to assume that if xDSL eonditioned loops, without

the associated electronics needed to provide the loop functionality, are made

available to CLECs, then it would be a relativply simple matter for the CLEC to

collocate its own DSLA.Ms in each central offic(1 and provide its own advanced

services. This assumption overlooks thE~ economic realities that led the Congress to

provide three different entry paths (interconnect facilities, buy UNEs, or resell

ILEe retail services) for competitors to gain access to local markets. Resale and the

ability to provide advanced services using 1'NEs are critical if the CLEC is going to

be able to enter a market on a cost efficient basis. Before going further, Qwest

acknowledges that inefficiency is a matter of degree. In certain dense, high-demand

areas extra facilities investment may be practIcal. But our concern is with service

to all potential customers, all of whom could benefit from the broadband

applications Qwest's network supports. The genius of the Telecom Act is that is

albws CLECs to share economies of scale when' they exist and ar(~ meaningful to

competition.

In the case of competing to providp xDSL advanced sE~rvices, the

difficulty becomes apparent when the economICS of having to purchase and install a

DSLAM in each central office, and the cost of obtaining dedicated transport to every

central office, are considered on a regional or '-'1 atewide basis. The discriminatory

- 11 -
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cost differential that results from collocation costs alone make entry for CLECs

difficult. if not impossible, as an economic matter 14/

The following example illustrates the impact of collocation costs alone

on the economic equation, and their detrimlmtal impact on the deployment of

advanced services. 15/ Assuming 80 per cent 1(21 of all local loops in the Dallas-Fort

\Vorth LATA are capable of supporting xDSL ""f~rvices and assuming a penetration

rate of 0.5 percent (equivalent to one third of LCI's 1.5 percent nationwide long

distance market share at the time Qwest acqUIred LCI), and that the cost of

collocation remains at approximately $100.00n per central office, 17/ a CLEC that

14/ The fact that a separate affiliate of an ILEC must also pay for collocation
would not change the analysis, since from the corporate-wide point of view, the
payment is made from one affiliate to the other with no impact on the corporate
bottom line.

15/ For a fuller discussion of the economICS of competitive deployment of xDSL
equipment, see "CLEC Access to xDSL Technology: A Necessary Predicate for
Widespread, Competitive Deployment of Broadband Telecommunications Services,"
LCI International Telecom. Corp. White Paper .June 1998, filed in CC Docket Nos.
98-11 et a1. ("LCI xDSL White Paper"). A cop\' of the \Vhite Paper also will be filed
in the record of this docket as well.

16/ This assumption is actually on the high side. In reality, fewer than 80
percent of the loops are likely to be capable of supporting xDSL services, and
therefore the number of potential customer...; 1n each central office will be even
lower,

17/ This figure is a fairly typical ILEC non-recurring charge for a 100 square foot
collocation space. See, e.g., Comments of Covad Communications Company on
RBOC 706 Petitions, filed April 6, 1998, at 15. ("Comments of Covad on RBOC
Petitions"). Southwestern Bell has amended its collocation tariffs to reflect lower
rates prescribed by the Texas PUC. However as discussed in the text, even if the
collocation cage were brought down to 7.5 square feet and the costs reduced by a
factor of 10 (to $10,000), many central offices would still be unpro:fitable for a CLEC
to serve given the cost differential.

- 12 -



Qwest Communications Corporation
September 25. 1998

wants to provide xDSL services will face Hcost disadvantage attributable solely to

its need to collocate ranging from $5.50 per linp (per month) in the central office

with the greatest concentration of lines to $1444 per line (per month) in the central

office with the fewest lines. 18/ Put differently depending on the central office. it

would cost the CLEC between $5.50 per line and $1444 per line more than it would

cost the ILEC to provide xDSL services due solely to the collocation requirement.

Using this example, and assuming that a CLEC somE~how could

profitably serve customers in central offices 10 which its costs werl~ $10 per month

per line more than the ILEe's (which is unlikely to be possible, given that the price

of current xDSL offerings range anywhere from $40 to $150 per line per month), a

CLEC could profitably offer xDSL services onh in five of the 112 central offices in

the Dallas-Fort Worth LATA. This leaves cusTomers in 107 central offices who

would not be offered competing xDSL services hy CLECs. If one were to assume

thHt a CLEC could only absorb a $5 per line (per month) cost differential vis-a.-vis

the ILEC (a more reasonable, though still prohably unrealistic, assumption) a

CLEe could not profitably offer the servicE' in an,V of the 112 central offices. That is

so hecause, based on our calculations. then· v- no central office where the cost

differential between the CLEC and the ILEe 1-: as low as $5.00. 1:1/

18/ The source for the number of lines per (,('lltral office is the 1995 ARMIS data
on switched access lines.

19/ The point here is that because the CLEe must incur substantial up-front
costs in connection with collocation, it must spread those costs among its customers
in each central office. The CLEC will always have a cost disadvantage vis-a.-vis the
fLEe because of its need to incur collocation costs, Even if one assumes that the
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Even if the non-recurring cost of physical collocation were reduced by

many factors to a more reasonable level (such as the $10,000 for cageless collocation

proposed by Covad) 2Q/ and the minimum spacp requirement were only 7.5 square

feet (for example, as agn~ed to by BellSouth in the Tennessee Section 271

proceedings), 21/ 48 central offices in the Dallas-Fort Worth area (almost half of the

total) would not qualify as profitable, assuming that the CLEC could absorb a cost

differential vis-a.-vis the ILEC of $5 per linE' per month,

Of coursE', any cost differential is rliscriminatory and anti-competitive.

CLECs could absorb such a differential only if their other expenses (e.g. marketing

overhead) could be reduced below the level incurred by the ILEC. More important,

however. the figures just discussed do not include the CLECs' likely much higher

transport and switching expenses and higher }If'r line installation, maintenance and

testing, engineering, and other costs., Thus under even the highly optimistic (and

unrealistic) scenario presented above, many central offices would be unprofitable to

serve if the entrant were forced to install its own DSLAM in each central office.

In considering whether to adopt what amounts to a facilities-based

entry model for advanced services, thE' Commi~sion also must recognize that the

---_._--- -- ---,--- ._-----------

CLEC can absorb some of this cost differentIal (through lower overhead or customer
acquisition costs, for example), it still will not hI' able to cost-justify serving
customers in less dense central offices

20/ Comments of Covad on RBOC Petitions at 15.

21/ Here we prorate the assumed $1500 monthly recurring charge, based on the
smaller cage size ($15 per square foot)
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